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2 KEY ECONOMIC INDICATORS (CHILE) 


All values in millions US$ Exchange rates as of May 1972 
unless otherwise stated US$1 - E° 12.21 to E°25 Bankers' Spot Rate 
- E° 28 ond £°42 Beokers! Spot Rate 
A B Cc D V 
Item 1970 1971 Cumulative %~ 
Change 
INCOME, PRODUCTION, EMPLOYMENT 
Biiiccs-svent pelos (M. of E°) 90,320.0  128,459.0 2/ - - 
GNP-constant prices 1965 (M. of E°) 21,076.0 22,857.0 ~ - 
Per capita GNP-constant prices, 1965 (E°) 2,255.0 2, 350.0 - - 
Gross fixed investment as % of GNP 16.1 15.5 - - 
Industrial prod. (1968=100) Aver. Jan/March 104.0 119.2 114.2 19.6 
Copper output (thous. metric tons) Jan/April 685.5 733.2 n.a. - 
° (Gran Minerfa) (thous. metric 
tons) Jan/April 534.5 571.2 192.0 - 1.0 
Iron ore output (M. metric tons) 11.3 11.2 - ~ 
Electric power prod. (M. KWH) Jan/Feb. 7,484.0 8,450.0 1,322.0 8.4 
Construction registrations (thousands of square 
meters) Jan/May 2,486.5 5,901.5 261.1 -27.6 
Personal income (current prices) (M. of E°) 65,433 n.a. - ~ 
Employment (thous.) (Dec.) March (Greater San- 964.8 1,038.2 1,029.3 6.9 
Unemployment rate (%) (Dec) March (tiago only 8.3 3.8 4.8 - 25.0 


MONEY and PRICES 


Total money supply (M.of E°)(Aver.Dec.) March __11,266.0 24,388.0  30,157.0 96.3 
Major interest rate (comm. banks) (%) (second 


semester 70-71) (first semester 1972) 20.0 15.0 15.0 0 
Consumer price index (Dec. 1969=100)(Aver) April 124.35 149,29 197.45 32.3 
Wholesale price index (1968=100)(Aver.) March 185.8 219.1 276.3 29.2 
BALANCE of PAYMENTS and TRADE 
External debt, (end Dec.) 2,275.0 2,492.02  - 

Internat'l reserves position, net (end Dec.) 343.2 32.3 - 

Balance of Payments 123.2 - 310.9 - - 

Balance of Trade 110.3 - 84.05 2/ 

Exports FOB (Chilean Customs) 1,253.3 n.a. - - 
US share FOB (Chilean Customs) 172.2 - - - 
US share FOB (US Dept. Commerce) Feb. 154.0 90.9 10.9 - 42.6 

Imports CIF (Chilean Customs) 939.8 n.a. ~ - 
US share CIF (Chilean Customs) 343.6 - - 
US share CIF (US Dept. Commerce) Feb. 299.5 223.7 ween nae 


Major impo-ts from US (Jan-Dec. 1970) (All quantities listed first in tons, all values in millions 
USS): Machinery, non-electric (64,001; 80.9); Transport equipment (40, 165; 50.5); Electrical 
machinery (7,408; 21.2); Iron and Steel (188,998; 15.8); Cereals (430,538; 12.9). 

Notes: Column E used in previous Trends Reports, has not been used this time becauie of insufficient 

~~ data for 1972. 1/ C/same cumulative postion of B; 2/Estimate. 

Sources: Planning ‘Office, National Institute of Statistics, Government Copper Corporation, Centra! 
Baik, Chilean Customs, Economic Institute of University of Chile, US Depa-tment of Commerce. 
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SUMMARY 


The Chilean Government is continuing to expand the public sector of the economy 
in the face of some stiffening of resistance. The Government's fiscal, monetary and 
incomes policy in 1971 revived the economy from its 1970 slump. Official figures show 
1971 GDP growth of 8.5%, with industry and construction as leading sectors. The GOC 
expects 1972 growth of 7%. Money supply expansion of 114% in 1971 was accompanied 
by a Consumer Price Index rise of only 22.1% because of existing idle plant capacity, 
large stocks of raw materials and finished goods, high unemployment, ability to finance a 
high level of imports, and a strong liquidity preference at the beginning of the year. 
These favorable factors were largely exhausted by the last quarter of 1971, and the CPI 
has risen rapidly since-- 19.8% in the first four months of 1972. Despite the high level of 
economic activity, 1971 investment was down 7.7%. 


A drop in copper prices, high import demand and a sharp drop in credit availability during 
1971 brought a rapid deterioration in the balance of payments. Payments on most of Chile's 
foreign debt were suspended by the GOC in November 1971, and details of rescheduling 
agreements covering November 1971-December 1972 are now being negotiated with the 
country's principal foreign national creditors. Even with this relief, President Allende 
projects a $146 million balance of payments gap which must be filled with new credits or 
lower imports. Some new loan offers have been made in 1972 by socialist, Latin American, 
Western European and Asian creditors. The Central Bank is requiring importers to use those 
sources offering medium and long term financing. Although US-Chilean trade declined in 
absolute and percentage terms in 1971 and probably will do so in 1972, the US will probably 
remain Chile's largest single supplier of imports this year and sales opportunities here 
deserve supplier attention. The investment climate in Chile has attracted little domestic 

or foreign private capital in recent years since GOC policies reserve most promising areas 
for state control. US investment in Chile has been reduced under the present Government 
by expropriations and purchase. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


1. Structural Changes 
The Popular Unity (UP) Government which took office in November 1970 


announced as its major objective the creation of a socialist society in Chile. 

To this end the GOC has pledged the absorption of large portions of production, 
finance, distribution, agriculture and foreign trade into the public sector of the 
economy. Large mining enterprises have all been nationalized. According to 
official calculations approximately 33 percent of manufacturing is now in 
Government hands, and the GOC has listed 90 firms (including some already taken) 
which it plans to take over wholly or partially. Nearly all foreign and 

domestic private banks are under Government control, and the Government has 
announced plans to create a government banking monopoly. Expropriations under 
the Land Reform Law have been accelerated and are supposed to be completed 

by mid-1972. Meanwhile, new Government mechanisms have been set up to 
control and actually engage in distribution of certain goods. For example, a 
Government agency is opening supermarkets in low income areas, and the GOC 
has taken over all but one of the country's largest wholesale distributors. Official 
figures show public sector expenditures were over 50% of GNP in 1971 and should 
be even greater in 1972, 


Some of these changes occurred with widespread public approval, (the Copper 
Nationalization Bill was passed unanimously) but others have been highly contro- 
versial even within the context of Chilean domestic politics. Many private firms 
on the takeover list are urging their stockholders to refrain from selling to the 
Government. The Chilean Congress (in which there is an opposition majority) 
passed a constitutional amendment which would limit Government takeovers of 
private property without specific congressional approval, but the amendment ("The 
Three Areas Bill") was vetoed by President Aliende. The ultimate fate of this 
proposed law is still in doubt. 


2. Fiscal and Monetary Policy 


GOC fiscal and monetary policy in 1971 was designed to bring the economy out 
of a recession by stimulating demand, redistributing income toward the less affluent 
groups, and expanding the public sector. The principal mechanism for achieving 
these ends was a large Central Government budgetary deficit translated directly 
into a money supply increase which totalled 114%. A liberal wage policy trans- 
ferred additional real income to most Chileans, and this was shortly translated into 
demands on the considerable idle productive capacity in the economy. Idle 
physical and human resources as well as price controls, large imports, and a high 
liquidity preference combined to yield a 1971 increase in the consumer price inflex 
of only 22.1%=-considerably below the rate which might be anticipated from such 
a large money supply increase. Many Chilean economists believe that the anti- 
inflationary factors present in 1971 have now been exhausted and that the projected 








level of the 1972 budget deficit and subsequent money supply growth will yield 
a much higher rate of inflation this year. In fact, the CPI rate of increase 
has risen steadily since September 1971 and has registered a gain of 19.8% in 
the first four months of this year. The GOC says that some income redistribu- 
tion will continue in 1972 but at a lower level than in 1971. The high rate 
of inflation makes an incomes policy difficult to administer. 


3. Growth Prospects 


Official GOC data show that GDP grew 8.5% during 1971. Leading sectors were 
industry (12.1%) and construction (12.2%). Agriculture showed a 6% gain and 
mining 5.7%. Personal consumption was up 13%. Some Chilean experts believe 
that the growth rate was actually overstated by several percent due to inconsisten- 
cies in the foreign accounts as well as biases in methodology in the construction 
and government sectors. The GOC has announced a GDP growth goal of 7% for 
1972 with manufacturing and industry again counted upon to supply the major 
impetus. 


The most significant negative factor in the 1971 national accounts was gross 
investment, which according to GOC data declined by 7.7% due to a sharp drop 
in private sector investment. A large part of public sector investment was 
concentrated in construction. The GOC has programmed some recovery in invest- 
ment for 1972 and is relying on profits from autonomous government institutions and 
foreign loans to finance various projects. At this time the magnitude of resources 
for investment which will be available is unclear. For significant future growth 
to occur in industry, larger investment expenditures will have to be made since 
existing plants are being used at nearly full capacity. Another uncertain azea for 
1972 growth is agriculture. Reliable data is not yet available for the 1971/1972 
crop, but preliminary indications are that some decrease in production occurred. 


When the present Government entered office unemployment was reported at 8.3% 
in the Santiago area. This was reduced to 3.8% within a year. Although official 
statistics reveal that the rate has increased to 4.8% in the early part of 1972, 
the GOC has it within its power to keep unemployment fairly low. 


4. The Foreign Sector 


Chile's balance of payments ran a severe deficit in 1971 due to a drop in world 
copper prices, high import demand and the large deficit in the capital account as 
private lenders withdrew short term credits. Net international reserves, which 
totalled $343 million at the beginning of 1971, were down to $32 million by 
December 31. In November 1971 the GOC declared a moratorium on ost foreign 
debt repayments. This led to meetings with its major creditors in the "Paris Club" 
in the early months of 1972. An agreement was signed in April to reschedule 70% 
of most of the principal and interest due during the period November 1971 through 
December 1972. Bilateral negotiations on details with individual creditor countries 





and private banks are now in progress. Even with this relief, President Allende 
has estimated a balance of payments gap for 1972 of $146 million. Import 
demand remains high, especially for foodstuffs and industrial raw materials, and 
export earnings will probably not greatly improve over 1971. 


The GOC is counting heavily on foreign credits in 1972 to finance imports, It 
has announced that it would like to see commercial lines of credit from foreign 
private banks restored and to sign new agreements with international financial 
institutions as well as foreign governments. The bulk of new credits which have 
been offered to the present government have come from socialist countries. The 
Soviet Union has signed several new agreements, including an announced $50 
million bank credit, and a $55 million credit is currently being negotiated with 
the People's Republic of China. In addition, some Western European, Latin 
American end Far Eastern suppliers are continuing to offer financing. For example, 
in 1972 loans have been extended by Argentina for foodstuffs and automobiles, by 
New Zealand for milk products, by Australia for heavy trucks and wheat and by 
Brazil for vehicles. To the extent that the desired level of financing has not been 
reached, there have developed shortages of some consumer and intermediate goods. 


The Central Bank announced on May 17 a partial devaluation of the brokers’ rate 
(used for non-trade foreign exchange transactions) from E°28 to E°42 per dollar. 
This will principally affect the prices Chileans must pay for international transporta- 
tion, for foreign exchange needed for travel, and the rate which will be paid to 
foreign tourists visiting Chile. Meanwhile, foreign exchange for merchandise trade 
continues split into four categories ranging from E°12.21 to E°25 per dollar. 


B. IMPLICATIONS FOR THE UNITED STATES 


em a ee ee 


1. Investment 


High GOC officials have stated that Chile still welcomes private foreign invest- 
ment provided it is compatible with Government goals. There has been no rush 

by private foreign investors to explore these possibilities. Those economic 

activities traditionally most attractive to foreign capital have largely been reserved 
by the GOC for government ownership. U.S. investment in Chile has declined 
sharply as a result of GOC nationalization actions or negotiated purchase agreements. 


2. Trade 


The GOC's announced goal of reducing dependence on the U.S. as a supplier of 
imports and market for exports is being fulfilled. Chilean trade statistics by country 





for 1971 are not yet available, but U.S. Department of Commerce figures show 
Chilean purchases of U.S. goods of $224 million and U.S. imports of Chilean 
goods of $91 million, Both of these figures are down sharply from 1970. 

Early 1972 data indicate the downward trend is continuing. On the Chilean 
export side, this is due largely to a decline in the price of copper as well as 
reduced copper shipments to the U.S. Chilean imports in 1971 were, however, 
at record levels and the major beneficiaries of the increase were Western 
Europe, Japan, China and Cuba. It is expected that the U.S. share of the 
Chilean market in 1972 will show a further decline. The U.S. Commerce 
Department reports exports to Chile of only $36 million during the first two months 
of this year. Nevertheless, U.S. sales to Chile in 1972 should remain larger 
than those of any other country. Chilean imports, which may total over $1.2 
billion, will include large amounts of spare parts, agricultural commodities, 
specialized machinery, transportation equipment and perhaps aviation equipment, 


much of which could be supplied from the U.S. The single most important factor 
in being able to sell to Chile, given its foreign exchange difficulties, is credit 
availability. The Central Bank Import Committee requires private importers to 
obtain credit offers before authorizing the purchase of other than small items or 
those needed on an emergency basis. 


* U.S, GOVERNMENT PRINTING OFFICE: 1972—481-593/138 








